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Abstract

More than twenty years have passed since the 1969 agrarian reform of the military government
under president Velasco in Peru. Agricultural Production Cooperatives (APC), characterized by
collective ownership of the means of production, as well as its cooperative organisation, were
imposed upon the beneficiaries of the reforms in order to secure the goals of economic efficiency
and income distribution after land had been taken away from the powerful landed oligarchy. While,
from a 'new' political economy point of view, the elimination of this strong political interest group
and the redistribution of land rights must be considered a major achievement of the reforms, the
imposition of a cooperative form of production organisation, however, was a major flaw as
performance of APCs has been disappointing; therefore, subsequent governments left it up to
cooperative members to decide either to parcel the land and work on individual plots or to keep on
muddling through as APCs. In the Departamento Lambayeque, on the northern coast, only a few
APCs, mainly the four large agro-industrial sugar producing former haciendas, still subsist,
plagued, however, with severe financial and productivity problems.

Theorists of the institutional economics have analysed APCs' intrinsic problems, which stem mainly
from free-rider behaviour of cooperative members and the high transaction costs related to
securing the quantity and quality of labour input and to decision-making as the result of an almost
insoluble 'principal-agent problem'. These costs counteract the advantages with respect to technical
economies of large scale production, risk-sharing and market access. Institutional arrangements
have to be found and are suggested for overcoming the problems of both, the still subsisting APCs
and the ‘parcelero’ family farm enterprises, which have been suggested to be sub—optimal corner

solutions of the general problem of production organization.




Zusammenfassung

Mehr als zwanzig Jahre sind seit der peruanischen Agrarreform von 1969 unter dem Militirregime
von Président Velasco vergangen. Landwirtschaftliche Produktionsgenossenschaften, gekenn—
zeichnet durch kollektives Eigentum an Produktionsmitteln und eine genossenschaftliche Produk—
tionsorganisation, wurden den Begiinstigten der Reform aufgezwungen, um die Ziele wirtschaftli-
cher Effizienz und Einkommensverteilung sicherzustellen, nachdem der Boden der méchtigen
Landoligarchie enteignet worden war. Wahrend die Eliminierung dieser starken politischen
Interessengruppe und die Umverteilung von Boden aus Sicht der neuen politischen Okonomie als
bedeutender Erfolg gewertet werden muB, war die Zwangseinfithrung der genossenschaftlichen
Form der Produktionsorganisation ein entscheidender Fehler, da die Ergebnisse der Produktions—
genossenschaften enttduschend blieben; die folgenden Regierungen stellten es daher den
Genossenschaftsmitgliedern frei, den Boden aufzuteilen und individuell zu bewirtschaften oder als
Produktionsgenossenschaften ‘weiterzuwursteln'. Im Departamento Lambayeque an der Nordkiiste
Perus blieben nur wenige Produktionsgenossenschaften iibrig, insbesondere die vier groBSen

zuckerproduzierenden ehemaligen Haziendas, die trotz erheblicher finanzieller und Produktivitits—

probleme recht und schlecht weiterexistieren.

Theoretiker der neuen Institutionenokonomie haben die dem Typ der Produktionsgenossenschaft
eigenen Probleme analysiert, die insbesondere vom Trittbrettfahrerverhalten der Genossenschafts—
mitglieder und von hohen Transaktionskosten zur Sicherstellung von Quantitit und Qualitit der
Arbeitsleistung herrithren bzw. von 'principal-agent'~Entscheidungsproblemen, die im Falle von
Produktionsgenossenschaften als kaum lsbar erscheinen und den Skalenvorteilen im technischen
Bereich, bei der Risikoverteilung und beim Marktzugang entgegenwirken. Institutionelle Losungen
sind gefragt und werden diskutiert, um die Probleme sowohl der noch bestehenden Produktions—
genossenschaften, als auch der 'parcelero'-Familienbetriebe zu losen. Beide wurden auch als Eck—
16sungen des allgemeinen Problems der Produktionsorganisation bezeichnet.




1. Introduction

The agrarian reform of Velasco Alvarado's military government in Peru, although introduced over
two decades ago, can still be called an example of a radical reform on a wide scale and a
fundamental base for the development of Peru in the future!. The price paid for the considerable
achievements, however, seems to be higher than expected, as the performance of the agricultural
production cooperativesz, seen as the main instrument towards the goals of the reform, has been
disappointing. The deterioration of the productive capacity of the large sugar cooperatives of the
coast, comprising the most profitable and capital intensive sections of Peruvian agriculture and
especially the ones which traditionally have been an important source of foreign exchange earnings,
has been a critical problem within the agricultural sector for the last two decades, handed on from
one government to the next with no satisfactory, generally acceptable solution in sight.

After the military government gave up power in 1980, the democratically elected civilian
government of Fernando Belat’mde3 was not very keen on preserving cooperatives which in most
cases had been imposed from above and in which the state had been overengaged. Concerning his
more liberal model of an economy, in which productive forces were to be unleashed by giving
private initiative space to act freely, expropriations came to an end, more diverse forms of land
ownership and agricultural enterprises within the "reformed sector" were allowed and land was
mainly allotted to the small farm sector (MEJIA, 1990, pp. 41-68).

For the agricultural cooperatives, particularly the smaller ones of the coast, it meant an acceleration
of the process of parcellation i.e. dividing up common land and working it individually. During the

late seventies4, such fragmentation of land had already been done illegally, but tolerated by the
government. The existence of privately worked plots on collectively owned land, analogous to
arrangements in the pre-reform haciendas, has been stated as a source of conflict among
cooperative members and a reason for a reduced contribution of members to common crops as well
as for private appropriation of common resources, thus, negatively affecting the economic success
of cooperatives (HATZIUS, 1981, p. 333; TORRE VILLAFANE, 1985, p. 217).

The process of parcellation has continued throughout the successive governments of Garcia and
Fujimori and has been called a "reform of the reform" or "neoreforma" (MEJIA, 1990). However, it
seems that this "new" reform still lacks a generally accepted and agreed upon concept with respect
to an institutional framework and to macro- and agricultural policies allowing the agricultural

1
2

See my earlier writing, HATZIUS, 1981, p. 327.

The terms agricultural production and producer cooperatives (APC spanish: CAP) as well as production society
can be used interchangeably. As in most cases, in Peru this type of cooperative comprises collective ownership of
land and other non-labour means of production, as well as cooperative organisation of production. The intrinsic
problems of ACPs have been shown not to stem from collective ownership but from cooperative organisation with
an output or net-revenue-sharing arrangement; sce PUTTERMAN (1989). SCHILLER (1969) p. 14 points out
the importance of keeping in mind that "the form of land use, and not the form of land rights" are "the essential
mark of distinction", while using the terms "collective agricultural production" and "group” or "cooperative farming"
alternatively.

1963 democratically elected, president Belatnde Terry had been deposed in 1968 by a military coup. His land
reform of 1964, in which voluntary formation of cooperatives as well as family-type farming were promoted, had
been considered half-hearted by his military successors because the oligarchic power of big landowners had not .-
been touched. . : ) :

After President Velasco Alvarado had been deposed by the more moderate Morales Bermudez in 1975.




sector and the people working within to freely develop their productive forces to their own benefit
and that of their country.

Coping with an ever changing natural environment has always been a particular skill of farmers all
over the world. Even small subsistence farmers in developing countries are now generally consi-
dered "rational, that is, they act in a (reasonably) consistent manner, one which adapts to changes in
circumstances" (STIGLITZ, 1986, p. 257). Peru had its share of natural disasters during the last
twenty years which certainly had a negative influence on agricultural sector's performance. The
man—made disasters with respect to the ever changing institutional and continuously deteriorating
political and economic environment that farmers had to cope with, however, seem to be at the root
of the poor performance of which the agricultural sector showed during most of the last two
decades, excepting for a short boom—period caused by an irresponsible and short-sighted economic
policy, figuratively called "economic surrealism" or "macroeconomic populism" which resulted in a
dramatic economic crisis, said to be the worst in Peru's history5 .

The new government which assumed power in July 1990, in addition to its stabilization program
with measures to eliminate the fiscal deficit, to remove various sources of money creation, and
correct the balance of payments deficit and relative prices (see KONG, 1991), needs a consistent
policy oriented towards the agricultural sector, particularly with respect to institutional
arrangements for the organization of production and distribution. The government has already
reduced its role and retreated not only from marketing inputs and products but also intends to leave
other services, such as research and extension and even social services to the private sector. This is
reflected in a number of legal provisions, which exist either in the form of decrees not yet confirmed

by parliament or as a proposition for a new agricultural law®. The documents cover a wide range of
topics and go down to the last detail, reflecting the diversity of forms and the multiplicity of interests
within Peruvian agriculture.

The objective of the present paper is to reconsider the achievements of the agrarian reform of 1969
in the light of the parcellation of agricultural production cooperatives, taking into consideration
some notions of new political and institutional economics. This will lead us to draw some
conclusions with respect to future policies for the (former) "reformed sector". The focus will mainly
be on northern coastal agriculture, particularly on the Departamento Lambayeque, a region where
the agrarian reform of 1969 was first implemented, parcellation of smaller cooperatives first started
and four large agro—industrial agricultural production cooperatives still subsist.

See, e.g, NORTON (1988), PAREDES (1989), DORNBUSCH and EDWARDS (1990), . Growth rates were: —
8%, -11% and -5% in 1988, 1989 and 1990, respectively, RICHTER (1991).

Decreto Legislativo No.653 "Ley de promocién de las inversiones en el sector agrario” of July 30th, 1991 and the
corresponding "Reglamento” of October 30th, 1991. "Proyecto de Ley General Agraria” by the agricultural
commission of the house of representatives of August 3rd, 1991. As parliament has been dissolved in the coup
d'etat of April 1992, it has to be seen how this will affect the implementation of the respective policies.




2.  Agrarian Reforms since 1963
2.1  Development Model, Objectives and Achievements

The achievements of the reforms since 1963 in terms of area granted and beneficiaries are presen-
ted in Table 1. This table includes both the results of the limited reform of the first Belatnde
government7 as well as those of the military government in 1969, on which we will mainly
concentrate. As can be seen from the table, since 1979, when the military prepared itself to cede
power, area granted increased by a mere 12% and beneficiaries by 14%, with the bulk going to the
small farmers sector’. The overall numbers, however, indicate a strong bias towards collective

ownership of land, which during the first years of the military government was particularly accen—
tuated.

Table 1: Achievement of Land Reform in Peru 1963 — 1990

Coverage of the reform

Area Granted Beneficiaries
(ha) (%) (No.) (%)

Cooperatives .739,210 17. 93,471 21.
SAIS ,008,976 20. 39,656 9.
EPS 156,713 1. 2,631 0.
Peasant Groups . 207,287 12. 36,981 8.
Peasant Communities . .134,531 32. 169,689 39.
Individuals .425,300 14. 88,080 20.

TOTAL (4) ,672,017 100. 429,384 100.

Includes Agro-industrial, production, service, parcel integrations and central
cooperatives.

Sociedades Agricolas de Interés Social. Originally land was granted to 61 SAIS,

but 12 have been liquidated.

Empresas Rurales de Propiedad Social. The number of beneficiaries given by the DGRA

has been adjusted based on information by the "Fondo de Propiedad Social".

According to HARDING (1975) p. 220, the goal had been the transfer of 11 million 340,000
hectares to families until 1976.

Source: Direccion General de Reforma Agraria (DGRA), elaborated by MEJIA (1990, p. 22).

The figures give an idea of the tremendous task performed by the reform administration within the
Ministry of Agriculture. Given the weakness of public administrations in developing countries on
the one hand and the scarcity of skills and material means available on the other, the results are
quite impressive. Compared to other Latin American countries, Peru, with 39.3% of total forest and
agricultural land affected by the agrarian reform, benefitting 30.4% of farming families, ranges third
behind Bolivia (834% and 74.5% respectively) and Mexico (434% and 42.9%)
(THIESENHUSEN, 1989, p. 10).

Until June 1969, only 320,000 ha or 3.3% of the total area in Table 1 had been granted, benefitting 13,657 families,
LUPERTZ (1979) p. 247. The goals set in 1975 were the redistribution of approximately 9 million hectares to
340,000 beneficiaries, 80% of the land was to go to cooperatives and SAIS, HORTON (1977) p. 219.

Between August 1980 and June 1985, of the 698,154 ha distributed to 41,659 farmers, 98.7% went to the small

farmers sector ("economia campesina”), only 14 new cooperatives were formed and one SAIS received some more
land; see MEJIA (1990) p. S6.




The figures presented in the table, however, do not say anything about the success or failure of the
reforms with respect to the stated goals such as the increase in production and productivity, more
rational use of natural and human resources, elimination of an unjust income distribution in the
agricultural sector, accumulation of capital within the agricultural sector and capital transfers to
other sectors (see HATZIUS, 1981). The goals were part of the military government's structuralist,
import-substitution development strategy which favoured industrialization to the detriment of the
agricultural sector, much like the one of the deposed first Belatnde government, but pursued with
more rigor and considerably increased engagement of the state within the economy (SCOTT, 1990,
p. 118).

With respect to agrarian reform, the military also imposed much more radical measures of
redistributing property rights, which favoured a collective model of land ownership and production.

Belatndes reforms, in which also agricultural cooperatives were to be promotedg, had been stripped

of its original content in the process of getting it through parliament against the strong influence of
the powerful landholding class. The expropriation in 1969 of even the most profitable and capital
intensive agricultural enterprises of the coast, thus, has to be seen not only as an effort to
redistribute land as the major source of income and economic rent, and to redirect resources to
industry, but also as an attack on the influence of the landed oligarchy within the society .

The development model of the military government rejected the orthodox "liberal" view of the
limited state which had prevailed during most of Peru's past ("Nachtwichterstaat") and which
gradually changed during the time of the first Belatinde government. Belatndes ideal had been a
"service state" with the functions of economic planning, implementation of "distributive justice",
national integration, and the promotion of a "social concept of property" (JAQUETTE, 1975, p.
419), but leaving most of the productive activities to the private sector. The military government
instead recognized the weakness of the "national bourgeoisie" (domestic private enterprise sector)
and saw the necessity for a more direct involvement of the state in investive and productive
activities. The professed goal was an economy somewhere between capitalism and socialism or, as it
was also called, a "fully participatory social democracy"m.

Even though the formation of APCs has been interpreted as being part of the general concept of a
social property and workers' selfmanagement sector, collective ownership initially had not been
given exclusive preference. Much room had been left for privately (e.g. among relatives) dividing up
haciendas (a process called 'parcellation’ then) and for private ownership. Only after social unrest
and political pressure from permanent hacienda workers, who often lost their jobs when haciendas
were parcelled, this option was abolished. Collective ownership and cooperative organisation,
however, were preferred from the beginning as far as larger haciendas were concerned (e.g. sugar
cane and cotton producing haciendas of the coast), as well as in the case of forced expropriation
through land take—overs (HARDING, 1975, p. 239). By way of collectively owned and operated

TORRES (1967) p. 68 gives a summary of the basic principles laid down in the first cooperative law of Peru passed
during the Belalnde government, which was also the first to introduce "cooperativa” as a type of firm in the civil
code.

KNIGHT (1975) p. 350. The "Peruvian model" of reforms had been — among. others - inspired by Jaroslav
VANEK, who in 1970/71 made three visits to Peru as a consultant. For a discussion of the theoretical background
of his ideas of a market economy composed of worker-managed firms see pp. 353-355.




larger units, economies of scale, as well as positive income distribution effects, were thought to be
optimally realized. In the case of the large sugar haciendas of the coast, this reasoning had been
widely acknowledged as sound (see, e.g.,, HORTON, 1977, p. 238).

The permanent workers of the sugar haziendas were, at least until they found out how the
government kept intervening in their affairs, not opposed to the cooperative model. In case of the
smaller ones, however, or in the case where various haciendas were to be joined to form larger units
and where advantages from large scale production and cooperative organisation of production were
less obvious, often strong opposition has emerged. The reluctance to join cooperatives has also
been experienced with other forms of cooperative organisations such as CAS (Agrarian Service
Cooperatives), CAIP (Agrarian Parcel Integration Cooperatives), and even in the case of secondary
cooperatives, the regional "Centrales de Cooperativas". The latter were to reduce socio—economic
differences between members of different APCs resulting from unequal access to productive
resources (KAY, 1983, p. 210/11). Plans to regroup smallholders and to restructure peasant groups
and communities along the lines of the cooperative model, however, were vigorously resisted.

Looking at the overall achievements of the reforms, there seems to be general agreement among
political scientists, sociologists as well as economists, that the agrarian reform of 1969 — by way of
dismantling the old order in the countryside and curtailing the political influence of the landed
oligarchy by redistributing property rights in land - has been a bold step and a necessary precon—
dition for a more dynamic and equitable development of the country — even though, to date, neither
the military nor any subsequent civilian government has been successful in this respect. On the
other hand, imposing the cooperative model of production and giving preference to the so—called
“reformed" sector in the allocation of credits, inputs and extension services (technical assistance to
smallholders e.g. had been discontinued, (HORTON, 1977, p. 221)) has been a source of conflict
and brought economic losses to the country. The disintegration of agricultural production
cooperatives and the parcellation into private plots, choosing other — in the best case — genuine
forms of cooperation proves the failure of the producer cooperative model as imposed by the
military government. KAY (1983, p. 235) concludes: "In retrospect, it would seem that this failure
to rally the peasants and workers around its central goals has proved to be one of the basic
weaknesses of the whole reform programme".

With respect to productivity, employment and income distribution, the objectives of the reforms set
by the military government have been far from realized. Considerable transfers from the agricul—-
tural, and particularly from the export sector — to which most of the cooperatives on the coast
belong - to the urban industrialized sector have been stated, resulting from government
intervention in pricing and marketing, which dramatically increased during the 1969-1980 period
(see CARTER et al,, 1989, p. 168/169). These interventions partly contributed to the low growth
rates in agricultural production, stagnating at the level of the 1960s, with no significant changes in
production patterns. Effects on employment and income distribution within the agricultural sector
were found to be limited and there was no significant alleviation of rural poverty, as the traditionally
poor majority was left unaffected by the reforms (KAY, 1983, p. 230-232).




This situation did not change during the time of the subsequent civilian governments since these
basically continued macroeconomic policies with respect to taxes, food pricing, marketing and
imports as well as overvalued exchange rates, which were unfavourable to the agricultural sector
and which particularly affected the export and urban food oriented agriculture of the coast. They
were not successful either in actively restructuring the cooperative sector by creating (or enforcing)
new laws and institutional set-ups in order to unleash the productive forces of the resources
wastefully blocked within this sector. As a result, agricultural production during the last two decades
has only grown at an annual rate of 1.2%, well below population growth of 2.6% (KONG, 1991).

2.2 Agricultural Production Cooperatives in Lambayeque

The Departamento Lambayeque, now integrated as Subregion II into the newly formed North-
Marafion Region, is one of the most important rice and sugar—-cane producing areas on the
Peruvian coast. Agricultural production, exclusively based on irrigation, is highly productive as
natural conditions are exceptionally well suited for high technology year round crop production. In
case of the Chancay river valley, irrigation can be regulated by means of the Tinajones Reservoir,
the other three valleys being exclusively dependent on seasonally irregular water flows from the
river or on groundwater. Since agricultural production is only possible through irrigation, statistics
on land reform and cooperatives, depicted in Tables 2 and 3, consider both total and irrigated land.
Land not irrigated for the time being still has some agricultural potential, thus representing an
asset, as further investment in trans—andine tunnel and canal infrastructure to transfer more water
to the coast is being discussed (Olmos, Tinajones II). Also economizing water by introducing more
water saving irrigation techniques might allow for a further extension of irrigated area.

Table 2: Land Reform in the Departamento Lambayeque

Land affected No. Land assigned Benefi- Irrigated
total Irrig. CAPS total irrig. ciaries land ass.
'000 ha.}'000 ha. ‘000 ha.|'000 ha. ‘000 pers.| per person

Sugar co-op. 57.2 36.5

Other co-op. 74.2 26.9

Camp. groups 43.1 9.2

Individuals 16.8 15.2

TOTAL 87.8

Source: TORRE VILLAFANE, 1985, p. 224

As can be noted from Table 2, land reform in the Departamento Lambayeque has been highly
biased towards collective ownership of land. Only 17% of irrigated land was assigned to individuals,
mainly former tenants of hacienda land, the rest going to cooperatives or farmer groups ('grupos
campesinos'). Agro-industrial sugar cooperatives received almost 42% of the irrigated land
redistributed. When the second Belatinde government took over from the military in 1980 agricul-
tural preduction cooperatives controlled about 40% of total irrigated land. In the meantime this




proportion has been reduced, as no more cooperatives have been founded and existing ones have
started to divide up their land.

Among the 42 cooperatives of the Departamento Lambayeque two main groups have to be
distinguished (see Table 3): the large agro—industrial sugar cooperatives (Cooperativas Agrarias
Azucareras, CAA, formerly CAP) growing mainly the permanent sugar cane crop, and the 38
smaller and medium-sized cooperatives (Cooperativas Agrarias de Trabajadores, CAT, formerly
also CAP), growing mainly annual crops, i.e. rice, cotton, corn and pulses. Since the cooperatives
are quite different with respect to origin, size, production organization, as well as problems and
present status, we have to treat them separately“.

Table 3: Agricultural Production Cooperatives of LAMBAYEQUE, PERU

Valleys Land (ha) Irrigated

Memnmb.
assigned Land (ha) embers

CHANCAY 72,469 47,631 14,013
sugar 49,844 30,300 11,464
others 22,625 17,331 2,549

LA LECHE 42,636 3,252 361
sugar

others 42,636(**) 3,252 361

MOTUPE-OLMOS 2,768 1,719 261
sugar
others 2,776 1,719 261

ZANA 13,503 10,768 3,122
sugar 7.327 6,196 2,461
others 6,176 4,572 661

TOTAL 31,384 63,370 17,7571

SUMMARY

Sugar cooperatives 4 57.171 36,496 13.925
Other cooperatives 38 74,213 26,874 3.832

(*) The CAPs which are part of Cajamarca have been excluded:
Carniche, Firrufiaf, Udima, Monteseco and Espinal.

(**) At first, the cooperative "La Vifia" was given 41,747
hectares but in February 1981, 35,544 hectares were returned
to the state, so that the cooperative was left with 6,203
hectares. This problem has not yet been solved.

Source: TORRE VILLAFANE, 1985, p. 222

The first group of APCs comprises four (three in Chancay valley) large agroindustrial
cooperatives, each owning between 7000 and 11000 ha of land. The ownership of land and infra—
structure is still being held collectively by the former permanent workers of the respective
haciendas, which had been expropriated 48 hours after the proclamation of the land reform law of

1 For details on the natural and socio-economic conditions, land reform procedures, cooperative organisation,

problems encountered and the situation after ten years of existence, see HATZIUS (1981); here, reference is made
only to the Chancay valley. This valley benefitted during the last 25 years from German development aid (Tinajones
project). Even though HATZIUS (1981} concentrated on cooperatives of the Chancay-vallzy, basic information




196912 The quick intervention of state authority at the time prevented any decapitalization by the
former private owners. A completely intact infrastructure with respect to highly productive sugar
cane fields, irrigation canals and wells, agricultural machinery and processing plants could thus be
passed on to the new owners which were charged with a corresponding "agrarian debt" to be

gradually paid to the former owners via the government13.

The hierarchical organisational structure of the former haciendas, with three main divisions — field
operations, factory and administration — had been maintained with the self-governing bodies for—
mally assuming overall responsibility for coordination and decision-making. Management was
partly hired and changes were frequent in case of disagreements on decisions affecting member
interests. In addition to wages, member workers received a proportion of net-revenue at the end of
each year depending on the number of days worked. The proportion to be distributed, however, was
regulated by law. In order to secure productivity levels and payment of the agrarian debt as well as
taxes, the government kept a high profile: by reserving the right to appoint managers, by having its
representatives on the coopérative assembly14 and administrative council (justified as representation
of the capital of the agrarian debt yet to be paid), by controlling the allocation of net-revenue, by
imposing promotion organisationsls, and finally by direct military intervention in case of strikes.
These strikes, frequently organized by worker unions to push through demands for wage increases
or maintenance of fringe benefits (free electricity, subsidized food etc.) and free cost—intensive
social services (education, health, housing), were the immediate evidence of the intrinsic contradic—
tions of the cooperative model.

Whereas the military government never made a real effort to revise its cooperative model, the ever
more evident internal problems of cooperatives forced the subsequent civilian governments to
contemplate alternatives which even included the option of giving the land and assets back to their
former owners. Besides internal studies, there were missions from abroad by aid—organisations (in
1982 e.g. "Misi6n Reagan" under the former US agricultural secretary Clayton Yeutter) and by
financial institutions in various instances. A plan of the Belatinde Government to privatize the

sugar cooperatives (Programa de Rehabilitacién de la Industria Azucarera, PRIA16) was resisted by

the organized cooperative sector'”. The subsequent APRA government under president Garcia
promised non intervention, remission of part of the dept, augmentation of sugar prices, and imple—

with respect to general conditions of agricultural production and conclusions concerning the performance and
problems of APCs basically apply also to the rest of the Departamento Lambayeque.

Lambayeque was one of the first regions to be declared "reform zone", which was the precondition for expropria—
tions to take place.

For details see von URFF (1975) p. 339. The agrarian debt was forgiven with the new constitution of 1979 and
CAPs received internal autonomy, see CARTER & ALVAREZ (1989) p. 159.

In CAPs with more than 500 members, delegates were elected by members. During the first phase, however, the
government did appoint up to 98 out of 120 delegates (Tumén in 1970), see ZALDIVAR (1974) p. 34.

Particularly ONDECOOP (Oficina Nacional de Desarrollo Cooperativo), SINAMOS (Sistema Nacional de Apoyo
a la Movilizaci6én Social), SAFCAP (Sistema de Asesoramiento y Fiscalizacién), and CENCIRA (Centro Nacional
de Capacitacién e Investigacién para la Reforma Agraria).

PRIA had been based on a 31-volume study financed jointly by the World Bank and the sugar industry. See
OROZA (1990) 219-241.

The major cooperative unions founded the "Frente Unitario de Defensa del Agro Nacional' (FUNDAN) to
- demand changes to the plan and to the new agricultural 'aw ("Ley de promocién y desarrollo agrario, D.L. 2"). In
1984 corresponding demands were made to the presidential candidates for the 1985 elections. MEJIA (1990) p. 51.




mentation of another plan (Programa de Rehabilitacién y Financiamiento de la Industria Azuca—
rera, CONAPRO) which included the creation of an autonomous organism (Autoridad Auténoma
del Azgcar) for its implementation. Investments were to be financed from an import tax on sugarlg.

None of the measures, however, has been implemented (OROZA, 1990, p. 215/220; MEJIA, 1990,
p. 79/80).

Presently, the situation is one of 'muddling through', with each cooperative trying to cope with its
particular problems, marketing its own sugar, and maintaining liaison offices in Lima which
formerly had been taken care of by a secondary cooperative. Different interest groups within the
cooperatives, mostly along political party lines, fight each other, so that sometimes even different
governing bodies are in conflict with each other. This in turn, leads to the frequent exchange of
managers, preventing radical changes and paralyzing any progress. Cooperatives and their members
only seem to be united in the contempt to reorganization or privatization.

At the time when Belatnde took office, the second group of cooperatives in Lambayeque
comprised 38, of which 22 belonged to the Chancay-valley. In 1988 only 9 of them had not been
divided up with the prospect of only one to be ultimately left (TORRE VILLAFANE, 1990, P
175). As can be seen from Table 4 overall irrigated land per person remained about the same, with
parcelled cooperatives having a slightly more favourable land/man ratio than the remaining ones.
The structural effect of the reform has been negative, as the 38 cooperatives originally had been
formed by joining up more than 150 small and medium-sized haciendas. The parcelled 29
cooperatives resulted in 1,809 individual 'parcelero’ plotslg. Thus, the average size of farms now is
much smaller than in pre-reform times. It should, however, be stated that, historically, there had
been quite a different agrarian structure and only since colonial and post-colonial times had a
gradual process of elimination of small-scale agriculture been taking place. By expelling share
croppers and by absorbing the smaller independent haciendas, the larger sugar haciendas gained

more and more control over land and water rights as well as influence on government policies
(BURGA, 1976; GOMEZ CUMPA et al. 1989).
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Between 1980 and 1989 an average of about 150,000 tons of sugar had to be imported, except for 1982 and 1985,
CES (1989), p. 64. : v : : :

19 The effect on productivity will be discussed later.




Table 4: Evolution of Cooperatives in the Departamento Lambayeque

1980 1988

Irrigated Bene- Irrigated||Irrigated Bene- Irrigated
land ficiaries land land ficiaries land
'000 ha. '000 pers|per pers.| '000 ha. |'000 per.|per pers.

Sugar co-op. 36.5 13.3 2.7 36.5 15.0 2.4

1.9 5.6

Other co-op. 26.0 3.5 7.4 19.7 (1.8) (6‘ )
: ) 1. -7

1
Parcelled co-op. (12.0) )

Individuals 96.72) 37.1 2.6 112.0 38.8 2.9

TOTAL 42 159.2 53.9 3.0 159.2 55.73) 2.9

1) Numbers in parenthesis are comprised in "individuals", the difference in land
went to third persons, see footnote Table 3 in source.

2) "Individuals" in 1980 and 1988 comprises all other groups.

3) Source gives 60.1 thousands instead of 55.7 thousand beneficiaries in Table 3,
which is more detailed.

Source: TORRE VILLAFANE (1990), Tables 2 and 3, pp. 175 and 176.

The initial situation in Table 4 practically refers to the end of the military government's agrarian
reform. Since March 1981, 90 days after Belatnde's new agricultural law had been passed (D.L.2),
no more land was affected, agricultural production cooperatives ceased to be the preferred form of
production organization and land was preferably assigned to individuals (MEJIA, 1990, p. 51/52).
The parcellation process gained momentum in Lambayeque as the reformed sector ceased to obtain
special treatment from government agencies. The general adverse economic and natural conditions
seem to have affected the reformed sector more than the individuals (MELMED-SANJAK et al.
1991, p. 114). One way of ACPs to cope with the difficult situation was to give private plots to
member families for temporary usufruct as compensation for outstanding services or salaries
(MARTINEZ et al., 1989).

De-facto parcellation of cooperatives in Peru supposedly began in Chancay-Lambayeque in 1978
by the CAP "Casimiro Chumén", after wages had not been paid for months and work discipline
.deteriorated. A first step had been to start working in groups, each group being led by a foreman.
Net-revenue-sharing was transferred from cooperative to group level. The result supposedly were
higher yields, better control of plan execution and personnel (TORRE VILLAFANE, 1985, p.
227). After the legal basis for parcellation had been created with the new D.L.2, the next step was
to divide up 348 of a total of 398 ha and leaving only S50 ha of sugar cane to be collectively worked.

Leaving a certain part of total land in collective ownership has been the option chosen temporarily
by various ACPs, in particular when the formation of service cooperatives (cooperativa agraria de
usuarios, CAU) became a precondition for parcellation at the end of 1984. As an economic basis of
CAUgs, a parcel of land between 50 and 100 ha had to be held in collective ownership. Each
. member then had to work one day per week on this land. Most of the CAU, however, collapsed
soon, as basically the same intrinsic problems observed with ACPs continued. The objective of this
provision, to preserve some advantages of large scale production while eliminating the disadvanta-




ges of APCs, could therefore not be realized (see CARTER et al,, 1989, p. 174 and CARTER,
1990, p. 75 and sources therein).

With respect to the performance of 'parceleros' as compared to the former ACPs, information is
scant and not conclusive with respect to trends in yields, factor utilization or productivity.
Apparently the most ambitious statistical analysis on the subject has been done by MELMED-
SANJAK and CARTER estimating stochastic frontier production functions based on data collected
in Chancay-Lambayeque (see MELMED-SANJAK, 1991). The results suggest that technical
efficiency actually realized by 'parceleros’ is superior to the one of ACPs while potential efficiency
of ACPs exceeds that of the 'parceleros'. The authors leave it open if APCs financial crisis leading
to parcellation reflects ‘intrinsic' problems or has been due to difficult macroeconomic
circumstances and suggest a combination of the two. They consider the capitalist family farm sector
resulting from parcellation as 'experimental' and are sceptical about its longer term structural
stability, suggesting that there still might be the possibility of a "well-functioning system of
cooperatives" (p. 205). Referring to the results of this study CARTER (1990, p. 86) concludes, that
both cases represent 'corner solutions', with neither of them being an optimal institutional
arrangement and he suggests a second-best solution in the form of mixed institutions which avoid
market failures as well as intrinsic factors inhibiting APCs' productivity and economic stability.

With respect to the single most important crop of parcelled cooperatives TORRE VILLAFANE
(1990) presents some data showing the deterioration of rice yields over the last five years (1975 -
1979) of their existence, falling well below the departmental average during the last two years.
MELMED-SANJAK and CARTER (1990) confirm this trend with own data and show increasing

rice yields since parcellation has started. Another study by TORRE VILLAFANE based on a
sample of eighty 'parceleros' interviewed on the results of the 1987/88 rice crop found an increase
in yields of 18% in relation to the base period (1975-80). He points out the fact that the year in
consideration has been a particularly good one and that there also might have been a bias towards
reaffirmation of the parcellation decision on the side of the 'parceleros'. In his general conclusions —
not quite based on empirical evidence — he suggests an increase in production and productivity as
well as an increase in the use of family labour during a first phase of parcellation followed by an
increase in the use of temporary labour later on. A tendency to secure food consumption by
growing a wider variety of crops and by retaining more rice for home consumption as well as a
better utilization of agricultural resources within the domestic economy is also reported (p. 197). All
studies point out the importance for the 'parceleros' to find institutional and organisational
arrangements which in an environment of risk and imperfect, respectively interlinked markets allow
for cost-efficient transactions as regards marketing, agro—industrial investment, provision of exten-

sion, credit, inputs and other agricultural services in order to retain some of the advantages given
up by parcellation.

By 1988, of the 29 parcelled cooperatives registered as CAU, only five had retained some form of
collective organization of production. In 1989 three of a sample of nine former ACPs were still
organized as CAU, in all the nine CAUs 'comités de maquinaria' had been formed by three to five
members each, considered as "efficient and starting to assume a role as entrepreneurs” (TORRE
VILLAFANE, 1990, p. 179). Managing the machinery of the former APCs, they served not only
former ACP members but also other individual farmers. Additional collective activities of the




sample of nine former cooperatives comprised supply of inputs and other services (5) as well as
credit (2), and marketing of products (2). A particularly positive example is reported from the
Olmos valley, where 19 'parceleros' organised as CAU managed to considerably increase their
income by individually working plots but collective activities in marketing, administration,
machinery, water distribution and maintenance of tube wells (ibid. p. 187). TORRE VILLAFANE
also underlines an increasing engagement of 'parceleros' within the rice farmer and irrigation
associations, another form of securing input supply.

It is still too early to see how the liberal policies reflected in the new legislation with respect to
property in land and organisation of production and distribution will affect the viability of a
‘capitalist family farm sector' and in which direction structural change will occur in the longer term,
particularly with respect to differentiation among parcelleros and reconcentration of land so feared
by opponents to the parcellation process. Until 1989, 'parceleros' of the 29 former APCs had sold
335 hectares to non-members (TORRE VILLAFANE 1990, p. 189). Even though the upper limits
on individual property rights in land, established in the agrarian reform legislation, were retained,
already at the end of 1981 land claims were made by former owners to get their land back. At the
end of 1981 there were claims for a total of more than 7,000 ha in the Departamento Lambayeque
(MEJIA, 1990, p. 54). The majority of individual claims were beyond the limits established by the
land reform and went up to 1,600 ha. The claims were mainly speculating on rents to be gained by
Government programs (tubular wells, transandine tunnels for irrigation etc.) in the future. How
much land really went to influential private farmers — which had partly been affected by the land
reform - is not known. Private investment, which could be a justification for tolerating such a
reconcentration of land, however, hardly takes place, partly because of difficulties to get a definite
legal title on the land but mainly because there has been little evidence of upcoming public
investment. This, again, has been a function of the strained relations with the international financial
community, as debts have been only partially served during the Garcia government.

3.  Reconsidering the Peruvian Experience in the Light of New Political and
Institutional Economic Theory

Before drawing some conclusions we will reconsider the Peruvian experience in the light of some
new concepts of political and institutional economics, which seem to give quite a good understan—
ding of the principal issues?, Concerning the agrarian reform of 1969 we have stated that in pre-
reform times the landed oligarchy represented a major impediment to development and that its
elimination can be considered a major achievement. What is the basis for such a statement besides
the fact that it is referred to in many interpretations of the Peruvian experience? Firstly, there is
some general empirical evidence for the argument. MORRIS and ADELMAN (1988) e.g.
conclude: "With rare exceptions, economic growth and its benefits did not diffuse far where

20 See WILLIAMSON (1985) for a general introduction, BARDHAN (1989) p. 3-15 on economic theory of agrarian

institutions, STANILAND (1985) on theories of political economy, BELL (1990) on property rights in land,
PUTTERMAN (1989) on the theory of APCs. For publications in the German language and in the context of
developed countries sece BONUS (1986) and SCHMITT (1991) and (1992).




domestic landed elites aligning with foreign export interests dominated the political process"m.
Secondly, theories of political economy show how economic and political factors are interrelated
and how decision making of governments analyzed in terms of neoclassical economic theory ('new
political economy') give insights into mechanisms preventing government policies, which are against
the interests of the ruling elites, from being implemented. Some arguments used in the literature on
the Peruvian experience implicitly follow these general lines (see eg. ZALDIVAR, 1974;
LOWENTHAL, 1975; THIESENHUSEN, 1989).

Theories of political economy seem to be potentially useful to understand the forces at work when a
landed oligarchy uses its economic power to influence government policy in their favour (considered
as "rent-seeking", KRUEGER, 1974) and to the detriment of general development. Thus political
action ("revolution from above" in Peru as reaction to social unrest) aiming at the reform of
property rights as sources of political power might be justified by reasoning other than in the terms
of orthodox economics, such as productivity, growth and income distribution (see e.g.
GOLDSWORTHY, 1988). As BELL (1990) e.g. points out, reforms precipitated by social upheaval
have been much more important in the past than those occurring in "normal" times. He refers to
various examples in order to demonstrate how the latter face formidable obstacles. But he also
emphasizes that tenancy arrangements (like sharecropping) generally considered as reflecting
undesirable market imperfections and thus to be eliminated by land reform might be socially
beneficial. He points out (p. 143) that "tenancy...is commonly a socially useful market response,
which provides opportunities for the fuller employment of family resources and, over the long run,
for individual mobility". Agrarian reform — or any agricultural structural policy for that matter —
might therefore go one step too far when it intervenes too strongly in existing institutional
arrangements within rural economies which are not well understood. BELL particularly emphasizes
the dynamic role tenancy can play by serving "as a vehicle for the accumulation of assets and skills
by those who start out with little of either. In principle, therefore, tenancy provides opportunities
for individual mobility" (p. 161).

Looking at institutional phenomena within an economy - as in this case of property rights in land
or tenancy arrangements — and analyzing, in terms of neo—classical economic theory, how they are
being shaped by economic forces or how they in turn affect resource allocation is the domain of
new institutional economists. Mainstream (neo-classical) economists generally refer to 'distorted
markets' or 'institutional factors' when justifying shadow pricing in policy analysis or they assume
profit maximization when analyzing the optimal size of firms as a function of production costs. In
many theoretical treatments perfect information and unrestricted markets are assumed, allowing for
the coordination of decisions via prices which signal values (scarcities) or incentives to economic
agents. Relaxing some of these assumptions as well as considering distributional and institutional
aspects or ethics or patterns of behaviour of individuals or organisations, is generally left to
researchers of other fields, such as political scientists, sociologists or anthropologists.

New institutional economists, in turn, will go a step further and look at particular institutions like
property rights, traditional tenancy arrangements, markets for land, labour and credit in rural
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MORRIS and ADELMAN (1988) quoted in RUTTAN (1991) p. 269.




22 such as rural households, cooperatives or other types of firms and will

economies or organisations
analyse them on the basis of neoclassical economicsZ. They partly give up assumptions made by
orthodox economists: information (e.g. on prices, qualities, or markets in general) is costly, 'law and
order' to guarantee fulfilment of contracts is inexistent or weak, markets for coordinating decisions
or conveying incentives (e.g. within a firm or outside) are absent. Coordination by negotiating
contracts is costly, and so is monitoring, supervising and enforcing them. In the case of an agricul-
tural enterprise these costs — the so called 'transaction costs' — might counteract technical econo—
mies of scale, which are reflected by production costs. These costs are very specific to a particular

situation and their quantification generally is difficult, a reason why empirical studies are rare and

the concept for practical application sometimes not convincing. The approach, nonetheless, as an
analytical exercise seems to give insights beyond mere description of phenomena related to institu—
tions and organisations. As the latter are considered to be weak in developing countries and one
reason for stagnation as opposed to development, the approach deserves particular consideration by

development practitioners.

Looking at Peru's experience with agricultural production cooperatives two closely related and
sometimes confused issues are of particular interest: one concerning property rights in land and the
other concerning the organization of agricultural production i.e. the question of land ownership and
how land is being used, with both questions having implications for the definition of property rights.
BELL (1990) points out three features of property rights in land which are to be considered when
discussing issues of land reform: exclusiveness (who can use the asset and how much of the output
can be claimed), transferability (whether such uses and claims can be transferred, temporarily or
permanently), and alienability (if transfers are permitted in principle, whether there are restrictions
on how or to whom they may be made). He discusses the complexity of these features and points
out that purely individual and purely collective forms of property rights are polar cases. Whereas
CARTER (1990) and PUTTERMAN (1989) have asserted that "corner" solutions of purely
collective or purely individual production are sub—optimal forms of organization of agricultural
production, BELL - relating to examples from China, Tanzania and the Soviet Union — notes that
"the current tide seems to be running strongly in favor of the polar case of individual rights", (ibid.
p. 155).

In Peru - as in many other countries — redistribution of land has mainly been justified from a
distributional point of view, since the reallocation of rights in land means redistributing sources of
rent or incomes, respectively — besides curtailing political power and rent-seeking, as has already
been discussed. In the case of export—oriented coastal agriculture, with a comparatively high level of
productivity where technical economies of large scale production can be assumed, negative effects
of the redistribution of land on output were meant to be minimized by imposing collective ownership
of land as well as collective organisation of production in the form of APCs, in order to maintain
the traditional large—scale plantation type organisation of the former haciendas. By way of legal

2 For treatment of the terms 'institution' and 'organisation’ in the German language see SCHMITT (1992), based on

NORTH (1991); for a discussion of rural financial markets as a particular institution see ARMBRUSTER (1990).

See particularly STIGLITZ (1986), DE JANVRY et al. (1989), and BARDHAN (1989). In his theory of rural
organisations STIGLITZ e.g. treats subjects like risk—aversion, cost-sharing arrangements (share cropping), incen—
tives, control and monitoring of contracts, interlinkage of markets and-adoption of innovations in the search for a
new theory of rural organisation under the ‘imperfect information paradigm'.
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provisions and government intervention, however, most of the principal features of property rights
to land cited above were practically eliminated.?*

The resulting internal problems of APCs summarized in HATZIUS (1981) under the headings
"decision-making" and "member participation" can be interpreted using the concepts of new
institutional economics. The former haciendas by its authority and hierarchical structure of
decision-making as well as rigorous forms of worker treatment were able to minimize 'transaction
costs', particularly costs of securing the provision of inputs and outlets for production, costs of
internal coordination and of securing labour input quantity as well as quality. Together with the
advantages of technical economies of large scale production this plantation type agriculture has
been highly profitable. In the case of APCs, however, transaction costs, particularly due to the
problem of free-rider behaviour of APC members, augmented, and more than outweighed the
positive effects economies of scale had on production costs™. The ‘principal-agent problem'
pointed out by institutional economists with respect to the difference in interests between employer
and employee is difficult to be solved in APCs, as members are principal (owner and employer) and
agent (worker) at the same time?. It seems that ACP-members never felt as entrepreneurs or
‘principals', which comes as no surprise, taking into account what has been said about strong
government involvement. With net surplus being subject to outside regulations and permanently in
danger of being negative, a consciousness of ‘worker' or ‘agent' is apparent. Apart from being at the
root of the 'labour—effort problem’, this paradox also led to the deterioration in APCs' productive
capacity. By ceding members the right to vote over wage increases or productivity enhancing
investments - in the beginning partly restricted by government intervention — there has been a
permanent bias in the allocation of financial resources against investment. The deterioration of the
productive infrastructure of ACPs with a corresponding negative impact on productivity was finally
enhanced by the reduction in the use of variable inputs, caused by financial problems when the
government and private banks restricted production credit as a result of accumulating debts (see
MELMED-SANJAK, 1991; TORRE VILLAFANE, 1990; OROZA, 1990).

There seems to be enough evidence from the Peruvian experience to conclude that by giving
preference to collective ownership and by restricting important features of property rights on land
as well as trying to completely eliminate traditional forms of tenancy and cost-sharing arrange—
ments, economically and socially desirable institutions have been eliminated or prevented from
evolving. Only after the new constitution of 1979 forgave the agrarian debt and legal provisions by
the second Belatinde government allowed — by majority vote of their members - to divide up CAPs
in order to use assets as collateral for loans and to sell agrarian reform land as repayment for debts,
have important features of property rights in land been reinstated. Unfortunately, the chance for
reallocating factors of production has been missed, as the 'subsequent process of parcellation of

2 The restriction on rights in land holds even true for individually owned enterprises, as lower and upper limits for

the size of land holdings were established and the right for buying, selling or renting land restricted.

% It could be debated if the additional costs for outside labour hired because of the labour—effort problem called

‘production costs' by CARTER and ALVAREZ 1989 p. 173, should not rather be termed 'transaction costs' consi~
dering the general difficulties of quantifiying transaction costs.

In HATZIUS (1981) several sources are given, where the situation of APC-members has been called a

‘contradiction'. For a recent detailed treatment of the 'principal-agent problem' in German see SCHMITT (1591)
and (1992).




APC:s suffered by ever changing rules with respect to particular features of property rights and by
the inability of national and local governments to assist this process by legalizing and guaranteeing
the rights as well as through agricultural services, research and extension. Positive allocative effects
through new alternative institutional arrangements within the small-scale capitalist farming sector
where therefore inhibited.

Within the sugar cooperatives, the internal problems described continue. In spite of reduced
productivity levels and accumulating debts, wages are still being increased independently of produc—
tivity considerations and members are still extremely privileged compared to other groups of
society”. Instead of a "low—effort, low—income equilibrium" (CARTER, 1989, p. 179) from which
the non-sugar cooperatives escaped through parcellation, in the case of the CAA one should
rather speak of the paradox of a "low—effort, high—(relative)—income (dis—)equilibrium". Managers
trying to cope with the described intrinsic problems are fired e.g. when trying to introduce a more
rigorous system of control and compensation of labour input or when opposing fraudulent practices
of member representativészg. As members still live comparatively well, a viable solution would not
only have to be proposed but also imposed by the government, or at least made very attractive.
With the sugar cooperative sector still representing a strong political pressure group being able to
influence policies in their favour and with political institutions in crisis, changes are not very likely
to occur soon.

4. Some Conclusions and Policy Suggestions

It is difficult to draw any final conclusions and give suggestions with respect to future policies for a
country which is staggering from one crisis to the next, where government authority is fading away,
where basic rights are no more guaranteed and where the ability to design and execute consistent
policies with respect to institutional arrangements for the organization of production and distribu—
tion has shown to be weak. One conclusion to be drawn concerns the importance of analytical
approaches going beyond simplifying assumptions on how human beings behave and how organiza—
tions and institutions function when analyzing the economics of agricultural production and distri—
bution in developing countries. Issues of political power, rent-seeking, imperfect (interlinked)
markets, imperfect information, risk aversion etc. cannot be ignored if transactions among indivi—
duals and organisations are to be well understood. The Peruvian agrarian reform, by eliminating
markets for land and basic features of property rights in land, by giving preference to collective
property rights and by imposing cooperative forms of production organisation, is an example of how
costly the neglect of these issues in policy design may be. The imposition of the APCs purely with
reference to technical economies of scale in production obviously ignored diseconomies, which new
institutional economists explain in terms of transaction costs and imperfect information.

27 In December 1990 a teacher's salary in Lambayeque was the equivalent of 60 US$ per month, at the same time

members of CAA Pucala helped themselves to a monthly pay increase of 200 §, and this in addition to a Christmas
gratification of 600 $. Without knowmg the value of base salary and fringe benefits, this personal information of
reliable sources gives an impression on how ccoperative members are still pmlleged and take special helpings not
justified by the financial situation of their enterprise. . . .

Personal communication by a former and present manager in two different CAAs.




The large sugar cooperatives still subsist and it can only be a matter of time and of a more stable
political situation for a basic reform to be initiated. This reform will certainly have to take into
consideration the fact that technical economies of large scale sugar—cane production and processing
are existent, even though cane production on small individual plots has always been pursued and
seems to be competitive with other crops. Healthy competition between CAAs processing plants for
cane produced by individuals and non agro-industrial cooperatives can be observed, particularly
since CAA cane production has been declining due to irrigation water scarcity and lower
productivity levels. From a transaction cost point of view there seem to be advantages for processing
plants being completely separated from production units. Plants could be either privately or
collectively owned and run as independent, profit-oriented enterprises, thus being able to realize
technical economies of large scale processing, while steering clear of APC-intrinsic problems.
Idiosyncratic knowledge in cane production, coordination in field work as well as the stimulation
and monitoring of quality and quantity of labour .input could be much more efficiently realized
within smaller cane producing units. The form of organization and size of smaller units would be
determined by CAA members themselves, similar to the way smaller APCs have found their
particular forms of organization, i.e. working in groups or on an individual basis.

Coordination between cane—producing and cane—processing enterprises, ie. regulating quantity,
quality, timeliness and payments, would be done in form of contracts. A variety of arrangements for
interlinking product delivery with supply of credit, machinery, and productivity enhancing inputs
and services are conceivable and could go a long way towards improving production technology and
enhancing productivity. As an alternative and with the objective of gaining bargaining power, cane-
producing enterprises would have to find forms of organisation similar to service cooperatives, now
experienced by parcelled small- and medium-sized non-sugar cooperatives, for coordination in the
cane supply to processing plants as well as organization of credit and input supply.

There seems to be no necessity for processing plants to secure delivery of cane through their own
production units, nor for cane producers to secure an outlet for cane through cooperative proces—
sing enterprises or share holdings in a processing plant. With four competing processing plants in
the area and transportation technology allowing for access to most plants from most locations of
production at reasonable cost, the market solution of coordinating demand and supply seems to be
the one minimizing transaction costs.

There are various issues related to sugar cane production which go beyond the scope of this paper,
such as government policy with respect to self-sufficiency or the importation of sugar and the
formation of internal prices, as well as the issue of substituting the permanent and highly water—
intensive sugar cane crop for other crops. A certain substitution would increase the flexibility within
each enterprise with respect to the generation of income and to seasonal labour use. It would also
allow for a more flexible organization of irrigation planning within the irrigation district, a topic of
particular relevance in case of the Chancay-valley.

The small- and medium-sized cooperatives, in their majority having been parcelled over the past
10 years, show a certain dynamism with respect to mixed individual-cooperative organisation. As in
the case of CAA, however, there is no significant positive change to be expected as long as
government authority is limited and insecurity with respect io legal institutions, to the guarantee of




contractual arrangements, titles to land etc. subsist. As long as the precarious political and economic
situation paralyzes general development, by reducing business and employment alternatives in other
sectors, there will be no relief from surplus agricultural labour. In this situation, family farms with
an affiliation to larger farms or to farmer associations or CAUs with individual organisation of
production but cooperative arrangements in marketing, irrigation, supply of input and services etc.,
seem to be forms of organisation minimizing transaction costs.

The optimal size and form of organizing agricultural production, considering production and trans-
action costs simultaneously, cannot be determined in a general manner. The government is
therefore well-advised to leave it to the people concerned to find those forms of organization,
which optimally suit their particular situation and needs. Except for the protection of traditional
peasant communities, there is no necessity for giving preference to collective property rights. The

market for agricultural land would gain importance and the allocation of land would improve if the
registration of land titles and changes in rights was quicker and more transparent. This applies also

to the registration of agricultural enterprises, which should be required to comply with legal provi-
sions concerning equity capital, liability, labour contracts, size of land holding etc. in order to
prevent loosing the achievements of the agrarian reform e.g. in form of exploitative labour contracts
or a reconcentration of land. Retaining lower and upper limits for both individual and corporate
land holdings will be necessary to curtail the 'minifundio’ problem and to prevent an extreme
reconcentration of land. Upper limits on the size of land holdings might induce investment in land-
and water-augmenting technical innovations by enterprises with access to capital. Allowing for
tenancy contracts will give more flexibility in choosing the optimal size of an operation as well as in
changing production organisation. Thus, dynamic individuals or organisations will be able to
optimize the use of land and other factors at their disposition by finding arrangements which
minimize production and transaction costs and improve overall factor allocation and income.
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